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MB Docket Nos. 02-277, 01-235, 96-197, 01-317, and 00-244

Dear Ms. Dortch:

This is to advise you, in accordance with Section 1.1206 of the FCC’s rules, that on

May 1, 2003, George Mahoney, General Counsel and Secretary of Media General,

Inc., John

Feore of this office, and I met with Jane E. Mago, Chief, Office of Strategic Planning, and Sarah
Whitesell, Associate Bureau Chief of the Media Bureau, to discuss the FCC’s proposed use of a
diversity “index”; Media General, Inc.’s concern over any FCC attempt to craft a single index to
address ownership of various types of media outlets; the disadvantageous effect of a single index
on convergence efforts in small to medium markets; and Media General’s letter of April 22,
2003, to Commissioner Kathleen Q. Abernathy and the studies included therein. The attached

materials were submitted during the meeting.

As required by section 1.1206(b), two copies of this letter are being submitted for each of

the above-referenced dockets.

A"’fﬁ.) b

truly yours,

— _'_‘,,:'” I/;d 5 e e s
~M. Anne S%son

Enclosures

cc w/o encl. (by telecopy):
Jane E. Mago, Esquire
Sarah Whitesell, Esquire

DCLIB02:1394693-1




STUDIES/FACTUAL EVIDENCE IN
OMNIBUS MEDIA OWNERSHIP DOCKET
THBAT SUPPORT COMPLETE ELIMINATION OF

THE NEWSPAPER/BROADCAST CROSS-OWNERSHIP RULE

L “Diversity”/Localism

A.  Specifically Directed to Newspaper/Broadcast Cross-Ownership

10.
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. FCC Staff Study of 1973 Television Station Annual Programming Report, Second

Report and Order, 50 FCC 2d at 1078 n.26 and Appendix C.

. Non-Entertainment Programming Study, Appendix A to Comments of A.H. Belo

Corporation in MM Docket No. 98-35, filed Jul. 21, 1998.

D. Pritchard, A Tale of Three Cities: “Diverse and Antagonistic’ Information in
Situations of Newspaper/Broadcast Cross-Ownership, 54 FED. CoM. L.J. 31
(Dec. 2001).

S.R. Lichter, Ph.D., Review of the Increases in Non-Entertainment Programming
Provided in Markets with Newspaper-Owned Non-Entertainment Programming
Provided in Markets with Newspaper-Owned Television Stations, Appendix 5 to
Media General Comments in MM Docket Nos. 01-235 and 96-197, filed Dec. 3,
2002.

J.K. Gentry, Ph.D., The Public Benefits Achievable from Eliminating the FCC’s
Newspaper/Broadcast Cross-Ownership Rule, Dec. 2001, Appendix 4 to Media
General Comments in MM Docket Nos. 01-235 and 96-197, filed Dec. 3, 2001.

Media General’s review of broadcast, print, cable, wireless cable, DBS, and
Internet sites available in each of its convergence markets. Appendices 9-14 to
Media General Comments in MM Docket Nos. 01-235 and 96-197, filed Dec. 3,
2002, and Appendices 9-14 to Media General Comments in MB Docket Nos. 2-
277, et al., filed Jan. 2, 2003.

D. Pritchard, Viewpoint Diversity in Cross-Owned Newspapers and Television
Stations: A Study of News Coverage of the 2000 Presidential Campaign, FCC
Media Ownership Working Group, 2002-2, Sept. 2002.

T.C. Spavins, et al., The Measurement of Local Television News and Public

Affairs, undated (FCC-commissioned study released Oct. 1, 2002).

J.K. Gentry, Ph.D., Statement, Appendix 3 to Media General Comments in
MB Docket Nos. 02-277, et al., filed Jan. 2, 2003.

Selected Press Accounts of Cutbacks in Local Television Newscasts: November
1998 through October 2002, Attachment B to Appendix 3 to Media General
Comments in MB Docket Nos. 02-277, et al., filed Jan. 2, 2003,
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11. Statement of Robert W. Decherd, Chairman of the Board, President and Chief
Executive Officer, Belo Corporation, attached to Comments of A.H. Belo
Corporation in MB Docket Nos. 02-277, et al., filed Jan. 2, 2003.

12. Statement of J. Stewart Bryan, III, Chairman of the Board and Chief Executive
Officer, Media General, Inc., Appendix C to Media General Reply Comments in
MB Docket Nos. 02-277, ef al., filed Feb. 3, 2003.

13. Media General’s evidence of increased provision of local news and information at
each of its co-owned convergence properties and evidence of increased staffing at
all but one of its convergence TV stations. Employment held constant at
exception. Section II.A. in Media General Reply Comments in MB Docket
Nos. 02-277, et al., filed Jan. 2, 2003,

14. Media General’s letters from non-profit community groups, noting convergence
has helped them spread their messages more effectively. Appendix A to Media
General Comments in MB Docket Nos. 02-277, et al., filed Feb. 3, 2003.

15. Columbia University School of Journalism, Project for Excellence in Journalism,
Does Ownership Matter in Local Television News: A Five-Year Study of
Ownership and Quality, Feb. 17, 2003, ex parte submission in MB Docket
Nos. 02-277, et al., filed Feb 26, 2003.

16. J. Hausman, Statement of Jerry A. Hausman, undated, Exhibit 2 to Media General
Letter to Commissioner Kathleen Q. Abemathy, Apr. 22, 2003,

17. J. Rosse, Critigue of “Consumer Substitution Among the Media,” Apr. 16, 2003,
Exhibit 1 to Media General Letter to Commissioner Kathleen Q. Abernathy,
Apr. 22, 2003.

18. Discussion of Nielsen Consumer Survey in Media General Letter to
Commissioner Kathleen Q. Abernathy, April 22, 2003.

B. Related and Supportive

1. S.T. Berry and J. Waldfogel, Do Mergers Increase Product Variety? Evidence
Sfrom Radio Broadcasting, 66 THE QUARTERLY J. OF ECONOMICS 1009
(Aug. 2001).

2. Selected Media “Voices” by Designated Market Area, Exhibit 1 to Comments of
Hearst-Argyle Television, Inc. in MM Docket Nos. 01-235 and 96-196, filed
Dec. 3, 2001.

3. Media General’s evidence of locally originated cable programming available in its
convergence markets. Section II.B. and Appendix B in Media General Reply
Comments in MB Docket Nos. 02-277, et al., filed Jan. 2, 2003.

4. D. Pritchard, The Expansion of Diversity: A Longitudinal Study of Local Media

Outlets in Five American Communities, Appendix 5 to Media General Comments
in MB Docket Nos. 02-277, et al., filed Jan. 2, 2003.
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Competition

A

Economists Incorporated, Structural and Behavioral Analysis of the Newspaper-
Broadcast Cross-Ownership Rule, July 1998, Appendix B to Comments of
Newspaper Ass’n of America in MM Docket No. 98-35, filed Jul. 21, 1998.

S.M. Besen and D.P. O’Brien, An Economic Analysis of the Efficiency Benefits
from Newspaper-Broadcast Station Cross-Ownership, July 21, 1998, Exhibit B to
Comments of The Chronicle Publishing Co., Inc. in MM Docket No. 98-35, filed
Jul. 21, 1998. Also submitted as Exhibit B to Comments of Gannett Co., Inc. in
MM Docket No. 98-35, filed Jul. 21, 1998.

R.D. Blair, An Economic Analysis of the Cross-Ownership of WBZL and the Sun
Sentinel, July 1, 1998, attachment to Comments of Tribune Company in
MM Docket No. 98-35, filed Jul. 21, 1998.

Economists Incorporated, Horizontal and Vertical Structural Issues and the
Newspaper-Broadcast Cross-Ownership Ban, Appendix IV to Comments of
Newspaper Ass’n of America in MM Docket Nos. 01-235 and 96-197, filed Dec. 3,
2001.

Economists Incorporated, Behavioral Analysis of Newspaper-Broadcast Cross-
Ownership Rules in Medium and Small Markets, Appendix A to Media General
Reply Comments in MM Docket Nos. 01-235 and 96-197, filed Feb. 15, 2002.

C.A. Bush, On the Substitutability of Local Newspaper, Radio and Television
Advertising in Local Business Sales, Sept. 2002, FCC Media Bureau Staff Research
Paper, 2002-10.

Internet-Related

A.

U.S. Department of Commerce, Economics and Statistics Administration, National
Telecommunications and Information Administration, 4 Nation Online: How
Americans Are Expanding Their Use of the Internet, Feb. 2002, available at
http://www.ntia.doc.gov/ntiahome/dn/htmli/anationonline2.htm (last visited May 1,
2003).

J.B. Harrigan, Getting Serious Online, Pew Internet & American Life Project, at 3,
15 (March 3, 2002), available at
http://www.pewinternet.org/reports/toc.asp?Report=55 (last visited Apr. 30, 2003).

Pew Research Center for the People and the Press, Internet Sapping Broadcast
News Audience, available at http://people-
press.org/reports/display.php3?ReportID=36 (last visited Apr. 30, 2003).

Surveying the Digital Future -- Year Three, UCLA Center for Communications
Policy, Feb. 2003, available at http://www.ccp.ucla.edu/pages/intemet-report.asp
(last visited May 1, 2003).
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April 22, 2003

VIA HAND DELIVERY

The Honorable Kathleen Q. Abernathy
Federal Communications Commission
445 12th Street, SW, Room 8-B115
Washington, DC 20554

Re:  Follow-Up to Recent Office Visit
Omnibus Media Ownership Proceeding
(MB Docket No. 02-277; MM Docket Nos. 01-235, 96-197. 01-317, and 00-244)}

Dear Commissioner Abemathy:

On behalf of Media General, Inc. (“Media General”), we are submitting this letter to
follow up on the March 24th meeting that George Mahoney of Media General and we had with
you and your staff. In that meeting, Media General expressed its continuing belief that the
record that has been compiled in the above-referenced dockets supports only one course of
action -- the complete elimination of the newspaper/broadcast cross-ownership rule without a
replacement rule that in any manner restricts cross-ownership of newspapers and broadcast
facilities. In our discussion, you indicated that you understood from staff that several items in
the record might not fully support that position, and you suggested that, if Media General felt
differently, it should supplement the record. This letter is being filed in response to that
suggestion and to supplement the record on elimination of the newspaper/broadcast cross-
ownership rule.

! In the above-referenced dockets, Media General has filed extensive factual materials based on
its experience in operating combined newspaper and television properties in six Designated
Market Areas (“DMASs”), which show, among other things, the diverse array of choices available
in those markets, and include studies it has commissioned demonstrating why repeal of the
newspaper/broadcast rule will not have an adverse effect on competition and will have a
beneficial effect on the availability of diverse news and information. These Media General
filings also address the issues discussed below and further demonstrate why the rule must be
repealed in its entirety. See Reply Comments of Media General, Inc., in MB Docket No. 02-277
and MM Docket Nos. 01-235, 01-317, and 00-244, filed Feb. 3, 2003 (“Media General 2003
Reply Comments”); Comments of Media General, Inc., in MB Docket No. 02-277 and MM
Docket Nos. 01-235, 01-317, and 00-244, filed January 2, 2003 (“Media General 2003 Initial
Comments”); Reply Comments of Media General, Inc., in MM Docket Nos. 01-235 and 96-197,
filed February 15, 2002 (“Media General 2002 Reply Comments”); and Comments of Media
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Commissioner Kathleen Q. Abernathy
April 22, 2003
Page 2

To our knowledge, the studies or research that have been mentioned as possibly
supporting some remaining vestige of the rule are as follows: “Consumer Substitution Among
Media,” by Joel Waldfogel, Federal Communications Commission Media Ownership Working
Group, 2002-3, September 2002 (*“Waldfogel Study™), “Consumer Survey on Media Usage,”
Nielsen Media Research, Federal Communications Commission Media Ownership Working
Group, 2002-8, September 2002 (“Nielsen Survey™); and “Surveying the Digital Future -- Year
Three,” UCLA Center for Communications Policy, February 2003 (“UCLA Internet Report™).

Since our meeting, we have again reviewed these materials and also sought input on the
Waldfogel Study from two leading economists, Jerry A. Hausman of the Massachusetts Institute
of Technology and James N. Rosse, formerly a professor and Provost at Stanford University.
Based on this review and the analyses provided by Professors Rosse and Hausman, we remain
convinced that these materials do not support retention of the newspaper/broadcast cross-
ownership rule. In a number of important ways, the studies rather support its complete repeal.

Professor Hausman, one of the most eminent economists in the United States, notes that
no economtc study provides a basis to support retention of the current cross-ownership rule or
any similar future rule given other federal laws to protect consumers. Professor Hausman further
observes that these rules are not benign, but have the potential to harm consumers. Professor
Hausman is particularly skeptical of the forms and uses of a “diversity index” frequently
mentioned in the trade press. “[A]ny attempt to create a ‘diversity index’ based on market
structure measures would be arbitrary and not have a basis in economic theory. An arbitrary
‘diversity index’ would not predict either the economic performance or amount of diversity that
would follow after the merger of two firms.”

Remarkably, neither Professor Waldfogel nor those who prepared the other studies
discussed heretn, claim that any of these studies provides an empirical basis necessary for the
retention of the newspaper cross-ownership rule, or any similar rule. To the extent such
inferences about the necessity of cross-ownership restrictions have been drawn, they are not by
those most familiar with the strengths and limitations of the studies: their authors.

t. Waldfogel Study.

In his study, which was commissioned by the FCC, Professor Joel Waldfogel uses
correiation and regression techniques to study patterns of media supply and media usage by
consumers. When he finds measures from two media co-varying negatively, he describes the
particular media as “substitutes” for one another. Although he places less emphasis on it, he
recognizes positive covariance between two media as “complementary.” For Media General, the
findings of interest in Professor Waldfogel’s study are that overall uses of broadcast television
and daily newspapers have a complementary relationship but a substitute relationship when

General, Inc., in MM Docket Nos. 01-135 and 96-197, filed Dec. 3, 2001 (“Media General 2001
Initial Comments™).

? Statement of Jerry A. Hausman, attached as Exhibit 2, at § 12.
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Commissioner Kathleen Q. Abernathy
April 22, 2003
Page 3

comparing the “gap” or differences between broadcast television news and broadcast
entertainment usage to daily newspaper usage.’

Professor Waldfogel used two sets of data to study consumers’ media usage patterns and
develop his findings. The first body of data consisted of combined cross-section and time-series
data from several published services. It included data on media usage by consumers, numbers of
media, and demographic information from the 140 DMAs in the nation for which Metropolitan
Statistical Areas and Arbitron metro areas can be linked to the DMAs. Professor Waldfogel used
annuai data for various time periods from 1993 to 2000, depending on the availability of the
information. The media that he surveyed included television, daily newspapers, weekly
newspapers, radio, cable television, and the Internet.

Professor Waldfogel’s second body of data was drawn from Scarborough Research and
consisted of survey responses from nearly 180,000 individuals collected in the latter half of 1999
and first half of 2000. The respondents reported on their usage of newspapers, television, cable
and satellite, radio, and the Internet. Demographic data on the respondents were also available.

a. Professor Rosse

In the critique attached to this letter as Exhibit 1, Professor Rosse provides a very detailed
analysis of the problems with Professor Waldfogel’s use of both sets of data. Professor Rosse
concludes that the analysis of the first data set, which is set forth in Part I of the Waldfogel Study,
produced no “significant results,™ Rather, as Professor Rose notes,

In the end, the most optimistic statement he can make is that “we conclude
our analysis of the aggregate data with the observation that there is some
evidence of consumer substitution across the media.” From this part of
the study, he reports no results whatsoever regarding the specific
relationship between daily newspapers and broadcast television. For these
two media, there is no report of measures based on his concept of
“substituting” much less the actual definition of substitution. Thus, this
part of the study cannot inform the FCC’s evaluation of the newspaper
cross-ownership rule.’

Professor Rosse next analyzes Professor Waldfogel’s use of the second set of data and
concludes that the data simply do not permit any inference of substitutability or complementarity
among media products, but rather the results in Part II of the Waldfogel Study merely depict

? Waldfogel Study at 3, 33-34, and Tables 10-14 at 73-76.
* Rosse at 4.

> Rosse at 4 (footnotes omitted).
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Commissioner Kathleen Q. Abernathy
April 22, 2003
Page 4

consumer preferences among media, “no more and no less.”® Professor Rosse explains this
conclusion as follows:

The only way that either complementarity or substitutability could be
established is if there were a change in the availability and/or quality of
one product that had a resulting effect on usage of the other. Since this
data set is a single cross-section and in the absence of a full-blown
structural model, it simply does not permit that kind of experiment.”

As Professor Rosse notes, Professor Waldfogel recognized this shortcoming himself when he
stated, “’One cannot draw firm inferences about substitutability from the data directly without
additional assumptions.”®

Professor Rosse also takes great pains to explain why Professor Waldfogel’s construction
of a “news-entertainment gap” from which he draws his supposedly strong evidence of TV news
and daily newspaper substitutability was flawed. The repeatedly “negative interaction” of the
relevant variables, which Professor Waldfogel’s study produces and which result in his
conclusion of substitutability, simply follows from his taking what is generally a fairly large
number and always subtracting it from a relatively small number, consistently ensuring that the
constructed variable takes on a negative value.’ In sum, Professor Rosse notes:

Previously, we established the fact that Professor Waldfogel’s
conclusion that newspapers serve as substitutes for news is based
on an incomplete experiment that makes the inference of
substitutability unjustified. Now it is clear that it is also based on
. . . seriously flawed and quite meaningless empirical results . . . .
Thus, this part of the study cannot inform the FCC’s evaluation of
the newspaper cross-ownership rule. Indeed, there is a significant
risk that this faulty result could misinform the FCC’s evaluation.'®

As Professor Rosse states in the final section of his critique, in the 1960s and 1970s he
supported adoption of the newspaper/broadcast cross-ownership rule and submitted an empirical
study supporting that result to the Commission in 1970."" Since then, however, he has observed
drastic changes in the media marketplace, changes which he chronicles at length. He also notes

® Rosse at 5.

7 Rosse at 5 (emphasis in origina).
S1d.

® Rosse at 6.

1% Rosse at 6 (footnote omitted).

' Rosse at 8 n.14, citing “Economic Issues in the Joint Ownership of Newspaper and Television
Media,” by James N. Rosse, Bruce M. Owen, and David L. Grey, May 1970.
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that improvements in technology also now make the melding of newspaper and broadcast
journalism much more successfil.'” “What ail this means is that repealing the cross-ownership
rule cannot help but be successful. There is ample competition from close substitutes to ensure

that monopoliz%tion does not take place in the marketplace of ideas or in the related economic
markets . .. . !

On the subject of the Waldfogel Study, in particular, however, Professor Rosse leaves us
with the following conclusion:

The empirical work in Professor Waldfogel’s paper has such flaws
that the quantitative results do not provide a meaningful basis for
governmental review of a regulation. Moreover, even if the
empirical work had been flawless, the structure of that work would
not reveal the underlying measures of substitution,
complementarity, or any other useful information to evaluate the
economic merit of a regulation. Consequently, the study does not
inform the FCC’s evaluation of the newspaper cross-ownership
rule and, if taken seriously, could even mislead that evaluation.'*

In short, “certainly none of the results provides any support for continuation of the newspaper
cross-ownership rule.”!’

b. Professor Hausman

In his review, attached hereto as Exhibit 2, Professor Hausman similarly notes that
Professor Waldfogel’s claim that his regression results provide evidence of media substitution is
incorrect:

An alternative interpretation of his results is that consumers prefer
to obtain their news from a particular media. Some people may
mainly rely on newspapers while other people rely on TV for their
main source of news. This interpretation would result in a negative
correlation between news use of one medium and news use of
other media. Because of this alternative explanation, Prof.
Waldfogel’s regression results cannot be used to claim that
different media serve as substitutes for one another.'®

12 Rosse at 8.
'3 Rosse at 8-9.
'Y Rosse at 1.
!> Rosse at 9.

'8 Hausman at 4 14 (footnote omitted).
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As an additional problem, Professor Hausman notes that Professor Waldfogel’s analysis “focuses
entirely on statistical significance and not economic significance.”!’ Given the large number of
observations -- almost 180,000 -- involved in Professor Waldfogel’s individual-level regressions,
Professor Hausman states that it is “not surprising” that all of the coefficients in a particular table
upon which Professor Waldfogel relies to conclude, among other things, that newspapers serve
as substitutes for TV news, are statistically different from zero at the 1% level.'® A statistically
significant coefficient, however, is not necessarily economically significant, and an analysis of
the economic significance of his coefficient leads to a very different conclusion.” “Prof.
Waldfogel’s failure to consider the economic significance of his results provides yet another
reason his results cannot be relied upon.”

In his statement, Professor Hausman also makes two additional points, first about the
effect that his earlier studies, which have already been lodged in this record, may have on the
newspaper/broadcast cross-ownership rule and then about proposals to utilize a “diversity
index.” His first study, which was filed in one of the dockets related to this proceeding, found
that consolidation in the radio industry has not led to higher prices for radio advertising and has
resulted in increases in format diversity.”' His second study, which focused on particular radio
markets, similarly demonstrated that consolidation has not led to higher radio advertising prices,
even where the top two firms controlled more than eighty percent of the market’s revenue, and
also showed a statistically significant relationship between increases in cable television
advertising prices and the price of radio advertising. Lest the conclusions on market definition in
these studies be read as implying any support for retention of the newspaper/broadcast cross-
ownership rule, Professor Hausman states:

I am aware of no economic study, and certainly none that I have
authored, that would conclude that any form of
newspaper/broadcast cross-ownership rule administered by the
FCC would be economically superior to relying instead on the
antitrust reviews of the federal antitrust agencies. Indeed, to the
extent that such a rule raises the costs of economically beneficial
exchanges, and would prohibit many useful exchanges, such a
newspaper/broadcast cross-ownership rule decreases both
economic efficiency and consumer welfare.*

' Hausman at g 15.

'8 Id., discussing Table 14, p. 76 of Waldfogel Study.
' Hausman at  15.

2 1d.

! Hausman at 95.

22 Hausman at % 9.
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Moreover, as he explains, the observation that advertising markets may include both
newspaper and broadcast outlets 1s not a basis of support for retention of the
newspaper/broadcast cross-ownership rute.”’ “While the government may have non-economic
objectives to intervene in markets such as the newspaper/broadcast cross-ownership rule, such a
rule cannot rely on economic studies, including mine, for support.”**

Finally, in his statement, Professor Hausman addresses the concept of a “diversity index.”
He notes that “there is no economic theory that links diversity-related outcomes to underlying
market structures.” Moreover, a “diversity index” would not “yield predictions of changes in
diversity in a market, following a merger of two firms” because merged firms may find it
profitable to increase the diversity of their content offerings, as Professor Hausman’s previous
empirical research, on file with the Commission, has shown. > Given the likely possibility of
such increases, Professor Hausman concludes, “/4 /ny attempt to create a ‘diversity index’ based
on market structure measures would be arbitrary and not have a basis in economic theory. An
arbitrary ‘diversity index’ would not predict either the economic performance or amount of
diversity that would follow after the merger of two ﬁrms.”26

2. Nielsen Survey

The Nielsen Survey, which was commissioned by the FCC and released by the agency
last fall, reports the results of telephone interviews with 3,136 respondents whom Nielsen Media
Research queried by telephone in late August and early September 2002 regarding their use of
media.”” The pool of consumers from which the respondents were drawn had recently completed
television diaries in the February and May 2002 “sweeps” measurement periods.”® As a result,
the group’s composition may have been slightly biased in favor of video watchers versus print
readers. In addition, the average and median ages of the respondents were in their mid-forties,*
so the pool of respondents likely was skewed against Internet usage.”® Nonetheless, although the

# Hausman at 110.
“Hd atq12.

B,

%8 Jd. (emphasis added).

7 Nielsen Survey, “Federal Communications Commission Telephone Recontact Study Weighted
Data,” at 10 (attached to Nielsen Survey).

2 1d. at 5.
?® Nielsen Survey at Table 095.

RUs. Department of Commerce, Economics and Statistics Administration, National
Telecommunications and Information Administration, 4 Nation Online: How Americans Are
Expanding Their Use of the Internet at 14 (February 2002), available at
http://www.esa.doc.gov/508/esa/USEconomy.htm. While this study shows that since December
1997, the age range of individuals more likely to be computer users has been rising, children and
teenagers are still the most likely members of the overall population to be computer users.
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results of the Nielsen Survey show that the American public, in many instances, continues to
utilize more traditional news sources, such as television, newspaper, and radio, to obtain local
and national news, it makes equally clear that many new entrants have captured the public’s
attention and have seriously eroded the dominant positions the more traditional media outlets
held in 1975 when the newspaper/broadcast cross-ownership rule was adopted. The Nielsen
Survey results are particularly telling in three ways: they demonstrate significant and growing
reliance on the Internet for news and public affairs information; they show that cable and satellite
subscription services have made measurable inroads in the use of over-the-air broadcast
television; and they document the substantial use of weekly newspapers, further evidencing the
growing erosion of the market occupied by daily newspapers.

Internet Growth. The Nielsen Survey demonstrates that consumers are making
substantial use of the Internet in seeking information about current events and public affairs.
When asked to name the list of sources they had used for local news and current affairs within
the preceding seven days, 18.8 percent, or almost one-fifth, of the group responded that they had
used the Internet without hearing any list of suggested sources.”’ When those who did not
volunteer use of the Internet were presented with a follow-up question asking specifically if they
had used it as a source of local news and public affairs in the preceding week, another 18.5
percent, or again almost one-fifth of those questioned, answered affirmatively.*> When the same
questions were asked about national news, 21.3 percent, or even more respondents, volunteered
that they had used the Internet.”> Of those that had not volunteered their usage of the Internet to
obtain national news, some 12.7 percent admitted such use when specifically queried.**

When a slightly smaller group of respondents, those who admitted to obtaining any local
news and current affairs in the last week, were then asked if they had used the Internet to gain
access to local news and current affairs, 34.2 percent responded affirmatively.’> When a similar
group was asked the same question but about national/ news and public affairs, a consistent 32.2
percent responded affirmatively.*

In the overall pool of respondents, a large number admitted access to the Internet. Some
79.2 percent, or almost four-fifths, responded that they have access at home, work or both.*’
When respondents were asked to list which media they might utilize more or less in the future,
the Internet, among all listed media, was the source that gained the highest percentage of “more

3! Nielsen Survey, Table 001.
32 Id. at Table 002.
33 Id. at Table 009.
3* Id. at Table 010.
3 Id. at Table 097.
3¢ /d. at Table 098.
37 Id. at Table 077.
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often” responses -- 24.7 percent, further presaging the Internet as an even more dominant source
of news.’

Cable Television/Satellite-Delivered Video. The Nielsen Survey results also showed
significant growth in the role of subscription video services, like cable and satellite, in the daily
lives of Americans. Of respondents who answered that television is one of their sources of /ocal
news and public affairs, 67 percent said that they watch such news on broadcast television
channels, and 58 percent, or almost as many, said that they watch cable or satellite news
channels.”” When the same question was asked about sources of national news and current
affairs, an even larger number, or 65.5 percent, listed cable or satellite news channels compared
to 62.8 percent for broadcast news channels.”’

A slightly smaller group of respondents, those who had said they get local or national
news from various sources, were asked to name the source that they used most often. While
almost one-third, or 33.1 percent, cited broadcast television channels, a surprisingly large
number, or 23.3 percent, listed cable or satellite news channels, a figure that exactly matched the
percentage of respondents who cited daily newspapers as the single source they use more often.*!

Respondents who named a particular medium as the one that they used most often as
their source for local or national news were also asked how likely, on a scale of one to five, they
would be to use another suggested source if their preferred source were no longer available. A
rating of “5” represented “much more likely” and “1” meant “no more likely.” When the
numbers for those who rated a specified substitute as either a “5” or a “4” were tallied, cable or
satellite news channels beat out daily newspapers among 2all respondents except those who had
listed either weekly newspapers or magazines as their first preferred source.*” When all
respondents were queried about what source they would be more likely to use for national or
local news and current affairs in the future, cable and satellite channels came in second behind
the Internet.*’

Finally, among the respondents, many more households paid to receive subscription
video services than subscription print services. Specifically, when all respondents were asked to

%8 Id. at Tables 070 through 076.

% Id. at Table 008. As the notations in many of the tables state, percentages of responses may
sum to more than 100 percent due to multiple responses.

“C Id. at Table 016. Again, multiple responses are responsible for causing the percentages to total
more than 100 percent.

4! 14 at Table 020.

2 For those who listed broadcast as their number one source, compare Nielsen Survey, Table 021
with Table 024; for those preferring the Internet, compare Table 034 with Table 036; for those
preferring radio, compare Table 058 with Table 061.

¥ Id. at Table 070 through Table 076.
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list the subscription services, if any, that they received, 62 percent said cable, 20.5 percent said
satellite, 49.8 percent said daily newspaper, and 24.0 percent said weekly newspaper.* When
the cable and satellite percentages are summed, they show that 83.4 percent of the respondents
subscribed to a paid video source.*’

Weekly Newspapers. The results for the survey also show that weekly newspapers have a
strong response rate vis-a-vis dailies in terms of readership. When the respondents who had not
mentioned reading a weekly newspaper in the last seven days were sgeciﬁcally asked if they had
done so, almost one-third, or 27.5 percent, responded affirmatively.* When those respondents
who had said they obtained their news from a newspaper were asked to specify whether it was a
daily, weekly, or both, 10.2 ?ercent said weekly only and 27.3 percent, or again almost one-third,
said they subscribe to both.*

The information on consumer preferences included in the Nielsen Survey shows that daily
newspapers and television stations face serious competition for consumers’ attention from newer
media entrants. This competition, which is sufficiently significant to guarantee a robust market
for news and information, shows that retention of the newspaper/broadcast cross-ownership rule
is unwarranted.

3. UCLA Internet Report

The UCLA Internet Report, the third in a series of annual reports by the UCLA Center for
Communications Policy, released two months ago, leaves no doubt that the Internet has become
an important media resource for consumers, and it demonstrates that consumers’ use of this new
medium has come at the expense of more traditional sources. For the third straight year, the
UCLA Internet Report found that, overall, Internet access hovered around 70 percent, with 71.1
percent of Americans going online in 2002, compared to 72.3 percent in 2001, but up from 66.9
percent in 2000.*® The number of hours online and access from home, in particular, continue to
increase more dramatically, however, with the average weekly hours online rising to 11.1 in
2002, up from 9.8 hours in 2001 and 9.4 hours in 2000. The report also found that 59.4 percent

* Id. at Table 079.
I

“6 1d. at Table 081.
“7 Id. at Table 007.

* UCLA Internet Report at 17. The study deemed the change in percentages between 2002 and
2001 to be statistically insignificant. /d. The UCLA Internet Report was based on telephone
interviews with 2,000 households throughout the 50 states and the District of Columbia. Id. at
86.
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of users have access at home, up from 46.9 in 2000, the first year of the project.*’ Of the five
most popular Internet activities, “reading news” ranked third behind “e-mail and instant
messaging” and “web surfing or browsing.”’

Perhaps most significant for the FCC’s evaluation of media ownership is the fact that
growth of the Internet has come at the expense of the more traditional media, with Internet use
increasingly supplanting time previously spent with other media. For example, the UCLA
Internet Report made very clear that in 2002 all Internet users on average watched 11.2 hours of
television per week or 4.8 hours less per week than non-users, compared to a difference of 4.5
hours per week in 2001.°' The differences in television viewing become even more pronounced
as Internet experience increases; very experienced users (six-plus years experience) reported

viewing only 5.8 hours of television per week.*> As the study concluded,

The trend throughout the three years of the UCLA Internet Project
shows that Internet users may be “buying” their time to go online
from hours previously spent viewing television . . . . Just as radio
was the victim when television evolved in the early 1950s, now
television is becoming the casualty of increasing Internet use.’ 3

Not only has Internet use risen, but its importance to consumers has also increased. “In
less than eight years as a publicly available communications tool, the Internet is viewed as an
important source of information by the vast majority of people who use online technology.”* In
2002, 60.5 percent of all Internet users considered the Internet to be a very important or
extremely important source of information.> Indeed, among the most experienced users (online
at least six years), the Internet (73 percent) rated higher than books (67 percent), newspaper (57
percent), television (42 percent), and radio (19 percent) as an important source of information.*®

* Id. at 17. The study also showed that Internet access (overall) spans every age range, and in
some age ranges, such as individuals 12-15 and 16-18 years of age, access approaches

100 percent. Id. at 21. Weekly time online also grows with users’ experience; very experienced
users (six-plus years online) spend nearly three times as long online each week as do users with
less than one year of experience. Id. at 22.

% 1d. at 18.
SUId. at 33.

52 Id. The study also noted that Internet users report lower levels of group television viewing, as
a family activity, than do non-users, id. at 64, and that children in households with Internet
access watch less television than before the household started using the Internet. Id. at 67.

3 1d. at 34.
S Id. at 35.
*1d.
% 1d.
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The UCLA Internet Report is just one more demonstration that the Internet has become a
true surrogate for more traditional media. Combined with the Nielser Survey and the record
materials in Media General’s comments evidencing the use and availability of local information
over the Internet,’” this data demonstrate that repeal of the newspaper/broadcast cross-ownership
rule will not harm the marketplace of ideas anywhere, regardless of market size.

Conclusion

The vast majority of comments in this proceeding that address the newspaper cross-
ownership rule call for its repeal. Ample and empirical evidence has been entered into the record
in support of full, complete and final repeal. Those calling for its retention or replacement
provide no systematic empirical evidence in support.

Chairman Powell has property noted, and your remarks last week to the Museum of TV
and Radio echoed, that the FCC bears the burden of proof in court to provide an empirical and
defensible explanation based on the record either to retain a media ownership rule -- including
the newspaper/broadcast cross-ownership rule -- or to replace it with a new rule. No such
empirical or defensible explanation is available on the record to the FCC to retain the newspaper
cross-ownership rule or to replace it with a similar rule. Some advocates of retaining the rule or
developing a similar new rule may point, perhaps in desperation, to some of the studies reviewed
in this letter. But, as noted above, those studies provide no such support. We are confident that
anyone -- FCC Commissioners, FCC staff, or federal judges-- reviewing these studies will reach
the same conclusion as reached by two of the nation’s leading economists: there is no support
for any form of a newspaper/broadcast cross-ownership rule.

As required by Section 1.1206(b), two copies of this letter are being submitted for each of

the above-referenced dockets.
? rﬁv yours,
/ //}/ _

John R. Feore, Jr.
M. Anne Swanson

MAS2/tal
Enclosures

> See, e.g., Media General 2003 Reply Comments at 15-18; Media General 2003 Initial
Comments at Appendices 9-14 (“Internet Sites in Converged Markets™); Media General 2002

Reply Comments at 8-11; and Media General 2001 Initial Comments at Appendices 9-14
(“Internet Sites in Converged Markets”).
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cc w/encl. (by hand):
The Honorable Michael K. Powell
The Honorable Kevin J. Martin
The Honorable Michael J. Copps
The Honorable Jonathan S. Adelstein
Marsha J. MacBride, Esquire
Susan M. Eid, Esquire
Catherine C. Bohigian, Esquire
Jordan Goldstein, Esquire
Johanna Mikes, Esquire
Stacy Robinson, Esquire
W. Kenneth Ferree, Esquire
Paul Gallant, Esquire
Jane E. Mago, Esquire
Dr. Simon Wilkie
Ms. Marlene H. Dortch (two copies for each docket referenced above)
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EXHIBIT 1

Critique of “Consumer Substitution Among the Media”
By James N. Rosse

April 16, 2003

1. Introduction

In a paper titled “Consumer Substitution Among the Media,” Professor Joel Waldfogel
has used two bodies of data to study patterns of media usage by consumers'. This study is of
interest because of its possible bearing on the continued FCC regulation of cross ownership of

daily newspapers and broadcast stations.

Professor Waldfogel uses correlation and regression techniques to study patterns of
media supply and usage. When he finds measures from two media co-varying negatively, he
describes the media involved as “substitutes™ for one another. Although he lays less emphasis on
it, he recognizes positive covariance between two media as “complementary.” His findings of
interest here are that overall uses of broadcast television and daily newspapers have a
complementary relationship but a significant substitute relationship when comparing just

broadeast TV news usage to daily newspaper usage.?

Professor Waldfoge! asserts that these results are “...important because FCC media
ownership policies are predicated to varying degrees on the extent of substitutability of media for

[Ix)

various purposes — news, entertainment, etc.”” The unspoken implication of his results is, that

;]

since broadcast television and daily newspapers are “substitutes” in news reporting, the FCC

should retain the cross-ownership rule,

The empirical work in Professor Waldfogel’s paper has such flaws that the quantitative
results do not provide a meaningful basis for governmental review of a regulation. Moreover,
even if the empirical work had been flawless, the structure of that work would not reveal
underlying measures of substitution, complementarity, or any other useful information to evaluate
the economic merit of a regulation. Consequently, the study does not inform the FCC’s evaluation

of the newspaper cross-ownership rule and, if taken seriously, could even mislead that evaluation.

' “Consumer Substitution Among Media” by Joe! Waldfogel, Federal Communications Commission Media
Ownership Working Group 2002-3, September 2002, 81 pages. Waldfogel is a member of the Wharton
School faculty at the University of Pennsylvania.

? Interestingly, Professor Waldfogel found the “clearest” relationship “between Internet and broadcast TV,
both overall and for news.” Waldfogel, page 3.

’ Waldfogel, page 2.
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2. Substitutes and Complements

Before looking at Professor Waldfogel’s empirical studies, we need to have some

definitions and economic principles clearly in mind.

The concepts of “substitutability” and “complementarity” are well defined in economic
theory. Two goods are said to be substitutes in demand if, in free market conditions, an increase
in the price of one causes demand for the other to increase’. They are complements in demand if

an increase in the price of one causes demand for the other one to decrease.

The economic concept of substitutability is important in studying market competition. If
the product of a firm has many close substitutes, then one can be sure that, in free market
conditions, the firm will not be able to extract significant monopoly rent by manipulating price.
The concept is important in the study of merger activity, for instance, because of the risk that
letting two firms producing close substitutes merge will sufficiently isolate them from the
producers of other substitute products that they can gain significant monopoly rent by
manipulating price.

Notice that the use of substitutability in the study of competition necessarily invelves an
action and a reaction. The action consists of a price increase by one (or a group of) firm(s). The
reaction consists of the direct effect of that action on demand for a single firm’s product. If that
reaction is positive then the products are substitutes and the firms are said to be competitive with

the degree of competition being measured by size of the reaction’,

Professor Waldfogel’s use of the word “substitute” has almost nothing to do with well-
established economic concept of substitution. Price never plays a role in his analysis.®
Consequently, the usual inferences about market structure and regulation that can be made from

economic measures of substitution cannot be drawn from Professor Waldfogel’s concept.

Professor Waldfogel recognizes, however, that the availability or characteristics of other
products might affect demand for a particular product. In a world of mutable products, the
classical concept of substitutability can be expanded. For instance, if important qualities of

* On pages 7-8, Waldfogel makes what I presume is a typographical error when he states that “each
consumer’s demand for each of ten products depends (negatively) on the price of the own product and, if
the products are substitutes, negatively (sic) on the other products” prices.” The latter reference presumably
should be positively.

* This concept lies as the heart of the test applied by the Department of Justice Antitrust Division in
cvaluating the consequences for competition of proposed mergers.

% Of the media reviewed by Waldfogel, only broadcast television and radio do not charge a subscription
fee. Although not easily collected, information on both local prices and national price indices for other
media—cable, satellite, internet access, magazines, and newspapers—would have been available.
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product B are significantly improved and if that improvement results in a reduction in demand for
product A, then it is reasonable to call product B a substitute for product A in the eyes of
consumers. If there is a substantial response, the products can be said to be close substitutes and,
therefore, closely competitive with one another. Thus, two daily newspapers can be quite
distinguishable from one another in character and yet be close competitive substitutes for one

other in this sense (as well as in other ways).

Notice the sign reversal that has taken place; the substitution effect in price is positive
{competitor’s price rise means greater demand for own product) while it is negative in quality

interaction (competitor’s product quality improvement means less demand for own product).

The competition for readers, viewers, and listeners among media outlets is almost entirely
carried out in terms of product characteristics, product quality, and image building. Each media
outlet is striving to attract an audience that it can sell profitably to its advertisers; it actively
shapes the reading, viewing, or listening package it offers consumers in order to attract its desired
audience. Since no two media products are ever identical, this is inter-product competition that is
carried out largely at the level of the individual producer rather than at the level of media

industries. In local markets, the competition frequently crosses media boundaries.

Sorting out Professor Waldfogel’s theoretical underpinnings makes clear that there are
two essential elements to the concept of substitutability that he is using. There must be both an
action and a reaction to establish the presence of substitutability or complementarity. The action
is change in the availability or characteristics of alternative products. The reaction is a change in

demand for the product in question.

3. Results Using the Time-Series Data

The first body of data that Professor Waldfogel uses consists of combined cross-section
and time-series data from several published sources. It includes data on media usage by
consumers, numbers of media, and demographic information in the 140 (out of a total of 210)
U.S. DMAs for which MSAs and Arbitron metro areas can be linked to the DMAs. Annual data
for various time periods from 1993 to 2000 are used, depending on the availability of
information. Media include television, daily newspapers, weekly newspapers, radio, internet, and
cable TV,

This body of data has some advantages for the purposes Professor Waldfogel has in mind
since it is both cross-section (multiple DMAs) and time-series (multiple years). It is not

unreasonable to suppose that at least some autonomous change in media availability over time




Critique of “Consumer Substitution Among the Media”
Apnl 16, 2003 page 4

might occur. This change in media availability and its effects.on the usage of other media has the
potential of producing the kinds of empirical results that Professor Waldfogel is seeking. Thus
there is the possibility of camrying out the necessary statistical experiment without the need to
create a full-blown structural model.”

Professor Waldfoge! pursues this line of inquiry in Part I of his paper but without any
significant results to show for the effort.® In the end, the most optimistic statement he can make is
that “we conclude our analysis of the aggregate data with the observation that there is some
evidence of consumer substitution across the media.”™ From this part of the study, he reports no
results whatsoever regarding the specific relationship between daily newspapers and broadcast
television. For these two media, there is no repert of measures based on his concept of
“substitution,” much less the actual economic definition of substitution. Thus, this part of the

study cannot inform the FCC’s evaluation of the newspaper cross-ownership rule.

4. Results Using the Cross-Section Data

The second body of data is drawn from Scarborough Research and consists of survey
responses from nearly 180,000 individuals taken in the later half of 1999 and first half of 2000.
The respondents reported on their usage of newspaper, television, cable and satellite, radio, and
internet media with a fair amount of detail. Demographic data on the respondents were also

available.

This data set permitted a fairly elaborate mapping of consumer preferences among the
media, and that is what Part I of the Waldfogel paper is really all about.'” For instance, we leamn
in Table 12, page 74, that respondents who watch more TV are very significantly more likely to
subscribe to a daily newspaper (column 1) and that respondents who subscribe to a daily
newspaper are very significantly more likely to watch more TV per week (column 4). Very
similar results are shown in Table 13, page 75, where it is shown that respondents who read
newspapers are likely to watch more TV news, and that viewers of TV news are more likely to

subscribe to a daily newspaper.

Although Professor Waldfogel never comes out and says so, one is tempted to say that

the results described in the last paragraph demonstrate that daily newspapers and broadcast TV

? Professor Waldfogel misinterprets one of his data series such that, even if his empirical work were
flawless, the interpretation of the results would be incorrect. He incorrectly interprets “households using
television” as an overall measure of television viewing, excluding cable. (Waldfogel, p. 14) The variable,
however, captures viewing of broadcast, cable, satellite, and videotaped programming,

® Waldfogel, pages 10-24 and tables on pages 46-61.

? Waldfogel, page 24.

' Waldfogel, pages 25-37 and tables on pages 63-79.
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are complementary, rather than substitutable, products. While the statement may or may not be
true, it is not proved by these empirical results for the simple‘ reason that no experiment has been
carried out here. There are no cause and effect. There 1s just a simple apparent truth — people
who like to read newspapers tend to watch TV and, especially, TV news, and vice versa. The only
way that either complementarity or substitutability could be established is if there were a change

in the availability and/or quality of one product that had a resulting effect on usage of the other.

Since this data set is a single cross-section and in the absence of a full-blown structural model, it
simply does not permit that kind of experiment. Professor Waldfogel recognizes this shortcoming
when he says “One cannot draw firm inferences about substitutability from these data directly

without additional assumptions.™'

I have belabored this point using an example (two paragraphs above) that one might think
is favorable to dropping the daily newspaper ~ broadcast TV cross-ownership rule in order to
make a very simple and important point that applies to all of the results obtained using this
second body of data. The data simply do not permit any inference of substitutability or
complementarity among media products. Rather, the results merely depict consumer preferences

among media, no more and no less.

Professor Waldfogel goes on to find what he believes is strong evidence that broadcast
TV news and daily newspapers are substitutes. His Table 14 on page 76 studies what he calls the
“news-entertainment gap.” You can best understand what he means by the “news-entertainment
gap” by referring to Table 8 on page 71. There he reports that respondents in this data set
averaged 35.47 half hours of TV viewing per week, of which 5.31 half hours were devoted to
news. From this information he constructs what he calls a “news-entertainment gap” for broadcast
television. For each respondent, he subtracts the half hours of “entertainment” viewing (total
viewing minus news viewing) from the half hours of TV news reported by that respondent. Thus,
by this calculation, the average news-entertainment gap for television for all respondents is 5.31 -
(35.47 - 5.31) = -24.85, a negative number.

Using similar logic and again referring to Table 8 on page 71, Professor Waldfogel
constructs news-information gaps for radio (0.28 — (2.32 — 0.28) = -1.76), for internet (0.64 —
(3.97 — 0.64) = -2.39), and for cable (0.82 - (8.40 — 0.82) = -6.76). He does not display these
calculations and you need to read his paper closely to realize that this is how these variables are
defined and what they look like. Note that the constructed variables are all negative at their

average values for the sample.

! Waldfogel, page 32.
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What difference does it make? 1 will examine only the interaction of the TV news-
entertainment gap and daily newspaper usage; similar remarks apply to each of the other news-

entertainment gaps, but the conclusion is 50 strong that it does not need to be repeated.

Returning to the TV-newspaper example, what Professor Waldfogel has constructed is
pretty much just a negatively valued mirror of his TV half hours per week variable. He has taken
what will generally be a fairly large number (half hours of TV entertainment per week) and
subtracted it from a relatively small number (half hours of TV news per week). That’s enough to
ensure that the constructed variable will almost always take on a negative value in any given
response. Further, variation in the entertainment component of the calculated variable is likely

always to be larger in absolute value than variation in the news component.

The result is that the constructed variable will be nothing neither more nor less than a
slightly distorted, negatively valued, mirror image of the total half hours of TV viewing per week
variable. The variation in the value of this variable among respondents that drives the statistical
estimation of the parameters in Table 14 will be generated primarily by changes in the non-news

TV viewing half hours per week.

Now look at columns ! and 4 in each of Tables 12, 13, and 14 on pages 74-76. As noted
previously, Tables 12 and 13 show a positive interaction between broadcast television viewing
and daily newspaper reading, suggestive of possible complementarity between these media
products. Table 14 shows what appears to be a completely different result; there is now a highly
significant negative interaction between broadcast television viewing and newspaper reading. But
that result is an illusion generated by the fact that the TV: News ~ Ent gap variable used in this
equation is essentially nothing but the negative of the half hours of TV viewing per week used i
Table 12!

Previously, we established the fact that Professor Waldfogel’s conclusion that
newspapers serve as substitutes for TV news'? is based on an incomplete experiment that makes
the inference of substitutability unjustified. Now it is clear that it is also based on the seriously
flawed and quite meaningless empirical results reported in Table 14. Table 11 on page 73 reports
similarly flawed correlation results. Thus, this part of the study cannot inform the FCC’s
evaluation of the newspaper cross-ownership rule. Indeed, there is a significant risk that this

faulty result could misinform the FCC’s evaluation.

12 Waldfogel, page 34.
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5. Professor Waldfogel’s Conclusions

In concluding his study, Professor Waldfogel reports on some patterns of media usage by
minority groups and cites this as additional evidence of substitution among media. While quite
mnteresting and even suggestive in its own right, these results can not accomplish any more than
that — since they result from a single cross-section data set, they cannot carry the burden of cause
and effect needed to establish substitutability among media in the absence of a full-blown

structural model.

Professor Waldfogel finishes by summarizing his results in a large matrix displayed in
Table 18 on pages 80-81 and explained on pages 37-39. His claim that his results demonstrate
clear evidence of substitutability between TV news and daily newspapers® is supported only by
baseless inference from the flawed empirical results described at the end of the last section and
reported in Tables 11 and 14. This matrix does not provide any meaningful information for the

FCC’s review of the newspaper cross-ownership rule,

6. Does It Matter?

It struck me, as [ studied Professor Waldfogel’s results, that even if they were all true and
accepted, they do not provide a reason for retaining the broadcast TV - daily newspaper cross-

ownership rule, They do not address the right questions.

Cross-ownership ought to be allowed if there is evidence that sufficiently many close
substitutes are available in competitive market places to ensure that attempts to extract monopoly

rents or to restrict the free flow of ideas will fail.

Professor Waldfogel’s large data set in Section I (reported in Tables 1-7, pages 46-53)
provided a good bit of information about the number of competitive media there are in most
markets and his general conclusion that consumer substitution across the media is a pervasive
phenomenon are somewhat helpful in this regard even though they do not appear to have been
constructed with this objective in mind,

In the 1960s, when the initiatives that ultimately led to the cross-ownership rule began, it
may well have been true that there was inadequate competition in many markets to prevent abuse
due to media cross-ownership. In those days, there were only three networks, no CATV, no
satellite TV, no internet, and FM radio broadcast was still fairly voung. There were seldom more
than four viable broadcast TV outlets in markets below the top 20 DMAs, and many small and

medium sized markets were served by only one or two broadcasters. One of the key policy

'* Waldfogel, page 39
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questions in those days was: How can we get enough cities with four viable broadcasters so that

an additional network can survive?

It was also true that, by the 1960s direct daily newspaper competition had largely
disappeared from all but the largest twenty or so U.S. cities. As a result, many communities had a

limited number of competitive media outlets.

Another factor was that the technologies of information gathering and management used
at that time had little in common between broadcast and print media. This limited the benefits that

might be obtained through the closer cooperation that cross ownership might make possible.™

Changes since then have been dramatic. Technology and the introduction of mandatory
carriage on CATV have made UHF fully competitive with VHF, the number of viable broadcast
outlets both nationally and in most communities has more than doubled, and there are now at
least six significant broadcast networks. Cable and satellite TV have also created vast
opportunities for programming and for specialized networks of many kinds, including a number
of news networks. The internet has added a very real dimension of media information and

entertainment.

Dramatic changes in technologies have reduced the advantages of large central city
dailies relative to their smaller nearby competitors fostering a new level of competition among
daily newspapers. Those technologies have also made the entry and growth of weekly newspapers
possible, something that Professor Waldfogel reports in Table 6, page 52. Those same
technologies and changes in postal regulations made direct mail advertising a much more serious
competitor for all newspapers. Technology has also made remote publishing economically
possible so that one can now get daily home delivery in most urban areas of at least two national

dailies.

Another consequence of changing technology is that what used to be a problematic
matching of news collection and dissemination methodologies between broadcast and print
enterprises is no longer a significant problem. There are many examples of success and the
benefits of combined electronic and print journalism are especially evident in reporting the war
for Iraq.

What all of this means is that repealing the cross-ownership rule cannot help but be

successful. There is ample competition from close substitutes to ensure that monopolization does

' This author, with two colleagues, submitted a position paper that reflected the views of these paragraphs
in Docket 18110, The paper was titled “Economic Issues in the Joint Ownership of Newspaper and
Television Media” by James N. Rosse, Bruce M. Owen, and David L. Grey, May 1970.
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not take place in either the marketplace of ideas or in the related economic markets, so there is no
downside risk. However, there is a possible upside benefit in that it may well be true that there are
gains in product quality and production efficiency to be found by entrepreneurs willing to take the

chance.

7. Summary and Conclusion

In the presence of these facts and this history, it seems to me that the research reported by
Professor Waldfogel simply misses the point and that, even if it were flawless, it would be
irrelevant to the issue at hand. None of the empirical work in the paper informs the FCC’s
decision in the review of media ownership rules, some of it could actually misinform that
decision, and certainly none of the results provides any support for continuation of the newspaper

cross-ownership rule.






